Working Paper No. 549
Keep in mind

La serie Borradores de Economia es una publicacién de la Subgerencia de Estudios Econémicos del Banco de la
Republica. Los trabajos son de caracter provisional, las opiniones y posibles errores son responsabilidad
exclusiva del autor y sus contenidos no comprometen al Banco de la Republica ni a su Junta Directiva.

Autor o Editor
Eliana Gonzélez
Luis Fernando Melo
Viviana Monroy
Brayan Rojas

We use a dynamic factor model proposed by Stock and Watson [1998, 1999, 2002a,b] to forecast Colombian
inflation. The model includes 92 monthly series observed over the period 1999:01-2008:06. The results show
that for short-run horizons, factor model forecasts significantly outperformed the auto-regressive benchmark
model in terms of the root mean squared forecast error statistic.
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